Capital Asset Pricing Model (CAPM) is one of the most important developments in the finance literature. Simply, CAPM is a model that describes the relationship between risk and expected return. The theoretical validity of CAPM is well tested and accepted but the practical validity of CAPM is in questioned. This study is designed to analyze and estimate the portfolio performance of Bangladesh stock market in a CAPM framework. For this study, monthly stock returns from 80 companies for the period of January 2005 to December 2009 are chosen. In order to examine whether the CAPM is satisfied in the portfolio or not, the 80 stocks are arranged in descending order of beta and 10 portfolios are being made of eight stocks in each. The All Share Price Index (DSI) is used as a proxy for the market portfolio and Bangladesh government 3-Month T-bill rate is used as the proxy for the risk-free asset. The results of this analysis show that the intercept terms are not significantly different from zero, linearity in the securities market line and insignificant unique risk for the 10 portfolios during the period. But, the results in term of slope contradict the CAPM hypothesis and indicate evidence against the CAPM in the portfolios. This analysis will obviously be used as a basis of reference for future investigates and the researchers and they will get proper instruction from this study.
INTRODUCTION
The stock markets (either developed or emerging) play very crucial roles for the economy of a country. The emerging stock markets are contributing towards the economy by the way of Gross Domestic Product (GDP) growth, investment attraction and expansion and developing a market place for potential investors. The practice of well tested pricing model like Capital Asset Pricing Model (CAPM) in the emerging stock market is very rare. It is due to the absence of proper validity test of this model. A sound and well tested and accepted pricing model can contribute more to emerging markets for their sound operation. The investors, management, policy makers, investment companies, consultants, regulators of the emerging markets can be guided by a sound pricing model. Markowitz (1952) and Tobin (1958) were the researchers for the development of asset pricing models. Early theories suggested that the risk of an individual security is the standard deviation of its returns. Sharpe (1964) ; Lintner (1965) and Mossin (1968) had independently developed a computationally efficient and standard method called CAPM which predicts that the expected return on an asset is linearly related to systematic risk. In the early stage, some financial Science Publications AJAS researchers (Jensen et al., 1972; Black, 1972; Fama and MacBeth, 1973) gave their supports to the standard form of CAPM. After 1980s, CAPM came under attack as the scientists (Reiganum, 1981; Elton et al., 1984; Bark, 1991) showed their strong evidence against the standard form of CAPM. In 2006, one study (Michailidis et al., 2006) in the Greek stock market provided evidence against the CAPM. Gursoy and Gulnara (2007) found no meaningful relationship between beta coefficients and risk premiums in Turkey stock market.
The stock markets play vital roles for the economy of any countries. There were lots of researches regarding the emerging stock markets (for example, for Taiwan stock market, Chiang et al. (2004) ; for Malaysian stock market, for Nigerian stock market, Agwuegbo et al. (2010) ; for Iranian stock exchange, Oskooe (2010) and for Indian stock market), but in Bangladesh, studies related to stock market were few. The objective of this study is to analyze and estimate the portfolio performance of Bangladesh stock market in the CAPM framework. This study is to investigate not only the validity of the CAPM in the portfolios but also the capital market behavior of Bangladesh over the period 2005-2009. 
Brief Description of Dhaka Stock Exchange (DSE)
The Dhaka Stock Exchange (DSE) was first incorporated as the East Pakistan Stock Exchange Association Limited. It was renamed as Dhaka Stock Exchange (DSE) Limited on June 23, 1962. The service on the stock exchange continued successively until 1971. The trading was suspended during the liberation war and resumed in 1976 initially with 9 listed companies and total paid-up capital of Tk. 137.52 million. At 31 October, 2010 the number of listed securities were 442 and the total issued capital of all listed securities was Tk. 646,490.00 million. The Securities and Exchange Commission (SEC) which is the regulator of the capital market of Bangladesh was established on 8th June, 1993. After the establishment of SEC, public interest to invest in the capital market has improved because of investment friendly rules and regulations. Foreign portfolio investment started to stream due to favorable regulatory conditions.
Studies in DSE Market
In DSE, there are several studies have been conducted for market efficiency. Hassan et al. (1999) studied on time-varying risk-return relationship for DSE market by utilizing a unique data set of daily stock prices and returns. He found that the DSE equity returns show positive skewness, excess kurtosis and deviation from normality and the returns display significant serial correlation, implying the stock market is inefficient. Haque et al. (2001) tested the Efficient Market Hypothesis (EMH) based on the data four months before and four months after the automation which was imposed in DSE market on 10th August, 1998. The test results indicated that the market does not improve and even after automation, manipulation continued. Kader and Rahman (2005) showed that there is no evidence that DSE is weak form efficient by using technical trading rule. Islam and Khaled (2005) analyzed on the predictability of the share price in Dhaka Stock Exchange prior to the boom in 1996 and found evidence in favor of short-term predictability of share prices in the Dhaka stock market prior to the 1996 boom. In order to test whether CAPM is a good indicator of asset pricing in Bangladesh, Rahman et al. (2006) considered Fama and French (1992) methodology on five variables (Stock market return, Beta, Book to market value, Market capitalization and Sales) and found that the variables have significant relationship with the stock return. Uddin and Alam (2007) examined the linear relationship between share price and interest rate, share price and growth of interest rate, growth of share price and interest rate and growth of share price and growth of interest rate which were determined by Ordinary Least-Square (OLS) regression. For all of the cases, they found that interest rate has significant negative relationship with share price and growth of interest rate has significant negative relationship with growth of share price in Dhaka Stock Market, which means that DSE is not weak form efficient. Alam et al. (2007) investigated the relationship between risk and the expected rate of return on a risky security by using the CAPM model and found that CAPM is invalid in DSE market. Uddin and Khoda (2009) investigated whether stock-price indexes of Dhaka stock market can be characterized as random walk (unit root) processes by using the Unit Root test and the ADF test. They provided evidence that the DSE is not efficient even in weak form and DSE does not follow the random walk model. Ali et al. (2010) tested the validity of the CAPM in the DSE market and concluded on weak practical implication of CAPM in this market. Mollik and Bepari (2011) tried to measure the risk and return relationship in DSE market and reported that there was statistically significant positive relationship between risk and return at the individual security level. This study is diferent from the previous studies because, here we find out the risk-return relationship among the portfolios of DSE market.
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MATERIALS AND METHODS
Data Selection
The data were collected from DSE market consisting 80 companies for the period of January 2005 to December 2009. This study selected 60 months as an estimation period because many studies (see for example Fama and French, 1996) use an estimation period of 60 months when employing monthly returns. DSE was concentrated in this research because it is the main and country's oldest stock exchange of Bangladesh.
Monthly data was used in this analysis, because the daily data, though better for estimating risk-return relationship, is very noisy (Basu and Chawla, 2010) . The All Share Price Index (DSI) was used as a proxy for the market portfolio. This index is a market value weighted index which is comprised of all listed companies of the exchange and reflects general trends of the Bangladesh stock market. Furthermore, Bangladesh government 3-Month T-bill rate was used as the proxy for the risk-free asset.
Portfolio Construction
In order to test the validity of CAPM in portfolios, at first the construction of the portfolios is needed. For this construction, all the studied companies were arranged in descending order of beta and grouped into 10 portfolios of 8 stocks each such that Portfolio_1 contained the first 8 stocks representing the 8 highest beta values and Portfolio_10 contained the last 8 stocks representing the 8 lowest beta values. This was done to achieve diversification and reduce any errors that might occur due to the presence of residual variance (Amanulla and Kamaiah, 1997) . This procedure generated 10 equally-weighted portfolios comprised of 8 companies in each in Table 3 .
DSE prepares individual company's monthly closing price. Using the closing price of individual company, the return of individual company was calculated as follows: Individual Company's Return = In (P t )-In (P t-1 ) where, P t = closing price at period t; P t-1 = closing price at period t-1 and ln = natural log. In this study, portfolio's return was taken as a dependent variable. The portfolio's return can be found by using the individual company's return as follows (Michailidis et al., 2006) :
Where: k = The number of companies included in each portfolio (k = 8) p = The number of portfolios (p = 1…10) R it = The excess return on companies
Estimation of the CAPM in Portfolios
According to the CAPM and followed by Basu and Chawla (2010) , returns can be explained as:
Where: R pt = The return on portfolio p at time t R ft = The return on the risk free asset at time t R mt = The market return at time t Β p = The beta of portfolio p
The Equation (1) can be estimated using the two stages regression (Omran, 2007) . In the first stage regression, time series data was used to estimate systematic risk and unique risk in the portfolios as follows:
Where: e pt = The random disturbance term in the regression equation at time t UR = Refers to the unique risk for the portfolio σ p 2 = Refers to the variance of the returns for the portfolio p σ m 2 = Refers to the variance of the returns for index, the proxy for the market portfolio.
Equation 2 can be estimated using Ordinary Least Squares (OLS). Equation 3 measured Unique Risk (UR), which is the difference between the total variance of the returns on the portfolio and the portfolio's market risk.
The following second stage regression was a cross sectional regression Equation 4: representing unsystematic risk and e pt = Random disturbance term in the regression equation at time t γ 0 , γ 1 , γ 2 and γ 3 are the parameter to be estimated.
Hypotheses of CAPM Testing
For CAPM to hold true in the portfolios, the following hypothesises should be satisfied:
• γ 0 = 0, as any excess return earned should be zero for a zero-beta portfolio • γ 1 > 0, as there should be a positive price for risk taken • γ 2 = 0, as the Security Market Line (SML) should represent a linear relationship • γ 3 = 0, as the unique risk which can be diversified away should not affect return Table 1 contains summary statistics of the main variables as average return, beta and residual variance. The table shows that the average beta during the period was 0.2129. The minimum beta was 0.0028 and the maximum beta was 0.5928 with a standard deviation of 0.1578. However, there was no company that had a negative beta during the period. The mean average return for the period was -2.94%. The maximum return during the period was -0.29% and the minimum return during the period was -5.57%, Table 2 contains the yearly average returns of the studied 80 companies . The maximum return yielding company was "Meghna Condensed Milk". Beta estimate for that company was 0.1191. The minimum return yielding company was "National Tubes". Beta estimate for that company was 0.1772. From Fig. 1 , it was found that return was increasing during the studied period except in the year between 2007 to 2008. 
RESULTS
Significance of Stock Beta Coefficient Estimates
From Table 3 , it was found that the beta coefficients for 25 individual stocks were statistically significant at 1% level of significance, 6 individual stocks were statistically significant at 5% level of significance and 3 individual stocks were statistically significant at 10% level of significance. The remaining 46 companies were statistically insignificant. Among the 80 companies, the highest beta attainable company was "Square Textile" (β = 0.5928) and the lowest beta attainable company was "Monno Stafllers" (β = 0.0028).
Estimates of the OLS Regression of the Constructed Portfolios
According to the critical condition of CAPM, the intercept term, the coefficient of beta-squared and the unique risk should not be significantly different from zero and the coefficient of beta should be positive and significant. Therefore, for intercept, beta-squared and residual variance terms a two-tailed test was used whereas for slope term a one-tailed test was used. The results of Table 4 indicated that for all the 10 portfolios, the intercept terms were not significantly different from zero. Also, among the 10 portfolios, the coefficients of squared beta and unique risk were insignificant. These outcomes indicated that the "expected return-beta" relationship was linear in portfolios and unique risk had no affect on the expected return of the 10 portfolios. These conclusions were partially contradicted to the findings of Omran (2007) in terms of intercept and unique risk and fully contradicted to the findings of Basu and Chawla (2010) in terms of intercept, squared beta and unique risk. In order to test the CAPM, Omran (2007) examined 42 individual companies in the Egyptian stock market and found that the intercept term is significantly different from zero at 5% level of significance and the unique risk has no affect on the expected return of the individual company. In the other study, Basu and Chawla (2010) showed that the intercept terms are significantly different from zero for all the 10 portfolios, the coefficients of beta-squared are significant in five portfolios and the coefficients of unique risk are significant in four portfolios out of 10 portfolios in the Indian stock market.
In this study, the coefficients of beta were found to be negative in three portfolios (Portfolio 2, 7 and 9) out of 10 portfolios and for all portfolios the coefficients of beta were statistically insignificant. The outcomes in terms of beta coefficients were almost similar to the findings of Claessens and Glen (1995) and Basu and Chawla (2010) and fully dissimilar to the findings of Omran (2007) . Claessens and Glen (1995) showed in his research that beta coefficients are negative and insignificant in the 11 country's stock market (for example, Chile, India, Indonesia, Portugal, Thailand, Venezuela and Zimbabwe) out of 20 country's stock market. Basu and Chawla (2010) found that the beta coefficients are insignificant in 7 portfolios out of 10 portfolios whereas Omran (2007) showed that the coefficients of beta are statistically significant at 5% level of significance. Hence, based on the slope criterion the CAPM hypothesis cannot be accepted for the portfolios in the context of DSE market which was supportive to the findings of Michailidis et al. (2006) in the Greek stock market and Sehgal (1997) and Manjunatha and Mallikarjunappa (2006) in the Indian stock market. So, CAPM is not a good indicator of asset pricing in Bangladesh stock market which is contradicted to the studies of developed country's stock market (Sauer and Murphy, 1992; Limmack and Ward, 1990) and developing country's stock market (Srinivasan, 1988; Dhankar and Kumar, 2007) .
Comparison between Average Portfolio Returns and Portfolio Betas
From Table 5 , it was noticed that that the range of the estimated stock portfolio betas was between -1.012 the minimum and 3.999 the maximum. Among the 10 portfolios, the highest beta attainable portfolio was "Portfolio 3" (β = 3.991) and the lowest beta attainable portfolio was "Portfolio 2" (β = -1.012). The results of the portfolio did not support that "higher risk (beta) is associated with a higher level of return". For example, Portfolio 3, the highest beta portfolio produced lower return (Return = -0.0315) than the Portfolio 2, the lowest beta portfolio (Return = -0.0309). The highest return (Return = -0.0249) yielding portfolio was Portfolio 6 whereas the lowest return (Return = -0.0379) yielding portfolio was Portfolio 1. Coefficient -0.006 @ -0.079 @ 0.057 @ 0.041 @ t-value -0.029 -0.126 0.091 0.701 10 Coefficient -0.035 @ 0.059 @ -0.091 @ -0.003 @ t-value -0.684 0.204 -0.280 -0.036 *, **, *** Significance level at 1, 5, 10% consecutively, @ means insignificant, S.E = Standard Error Science Publications The CAPM theory indicates that higher risk (beta) is associated with a higher level of return. The results of the study did not support this hypothesis. Hasan et al. (2012) was also found the same results in the context of of individual companies in DSE market.
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CONCLUSION
The article analyzes the portfolio performance and examines the validity of CAPM in the portfolios for the Dhaka Stock Exchange market. The results of the coefficients of squared beta and unique risk indicate that the "expected return-beta" relationship is linear in portfolios and unique risk has no affect on the expected return of the 10 portfolios. The intercept terms for the 10 portfolios are not significantly different from zero. The above three findings support the validity of CAPM. But, the CAPM's prediction for the slope is "slope should be positive and significant". The results in term of slope of this research contradict the above hypothesis and indicate evidence against the CAPM in the portfolios. This study concludes the practical incompleteness of CAPM and can motivate researcher to search further for a sound pricing mechanism in future.
